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If your company is converting its traditional pension plan benefit
formula to a new cash balance pension plan benefit formula, you may
have some questions about how this change will affect you. The
following are responses to some of the most often asked questions.

These responses are designed to provide general information and are
not legal interpretations of the Employee Retirement Income Security
Act or the Internal Revenue Code.

1. Whatis a cash balance plan?

There are two generd types of penson plans - defined benefit plans and defined contribution
plans. In generd, defined benefit plans provide a specific benefit at retirement for each digible
employee, while defined contribution plans specify the amount of contributions to be made by
the employer toward an employee's retirement account. In a defined contribution plan, the
actua amount of retirement benefits provided to an employee depends on the amount of the
contributions as well as the gains or losses of the account.

A cash baance plan is a defined benefit plan that defines the benefit in terms that are more
characterigtic of a defined contribution plan. In other words, a cash balance plan defines the
promised benefit interms of astated account balance. For moreinformation on defined benefit
plansand defined contribution plans, you may want to review the publication What You Should
Know About Your Pension Rights (See page 8 to order this publication.)

2. How do cash balance plans work?

Inatypical cash baance plan, aparticipant's account is credited each year with a“ pay credit”
(such as5 percent of compensation from hisor her employer) and an “interest credit” (either a
fixedrateor avaridbleraethat islinked to an index such asthe 1-year U.S. Treasury bill rate).
Increases and decreases in the value of the plan'sinvestments do not directly affect the benefit
amounts promised to participants. Thus, the investment risks and rewards on plan assets are
borne soldly by the employer.

When aparticipant becomes entitled to receive benefits under acash balance plan, the benefits
that are recaived are defined in terms of an account balance. For example, assume that a
participant has an account balance of $100,000 when he or she reaches age 65. If the
participant decidesto retire a that time, he or she would have the right to an annuity. Such an



annuity might be approximately $10,000 per year for life. Inmany cash baance plans, however,
the participant could instead choose (with consent from his or her spouse) to take alump sum
benefit equal to the $100,000 account balance.

In addition to generdly permitting participants to take their benefits as lump sum benefits a
retirement, cash baance plans often permit vested participants to choose (with consent from
their spouses) to recaivethar accrued benefitsin lump sumsif they terminate employment prior
to retirement age.

Traditiond defined benefit pension plans do not offer this feature as frequently.
Additiond information on vesting and digtribution of benefits isin the publication What You
Should Know About Your Pension Rights

If aparticipant receives alump sum distribution, that distribution generdly can be rolled over
into an IRA or to another employer's plan if that plan accepts rollovers. For information on
pension rollovers, you may want to order a copy of IRS Publication 575, Pension and
Annuity Income: Rollovers or Publication 590, Individual Retirement Arrangements
(IRAs): Traditional IRAs - Can | Move Retirement Plan Assets?. To order, cal the IRS
toll-free number: 1-800-829-3676.

The benefits in most cash baance plans, as in mogt traditiona defined kenefit plans, are
protected, within certain limitations, by Federa insurance provided through the Penson Benefit
Guaranty Corporation (PBGC). For more information about this protection, see Your
Guaranteed Pension, apublication of the PBGC, at www.pbgc.gov, or cdl tall free 1-800-
400-7242 to request a copy.

3. How do cash balance plans differ from traditional pension plans?

While both traditional defined benefit plans and cash baance plans are required to offer

payment of an employee sbenefit intheform of aseries of paymentsfor life, traditiona defined
benefit plans define an employee's benefit as a series of monthly payments for life to begin a
retirement, but cash balance plans define the benefit in terms of astated account balance. These
accounts are often referred to as “hypothetica accounts’ because they do not reflect actual

contributions to an account or actua gains and losses dlocable to the account.

4. How do cash balance plans differ from 401(k) plans?

Cash badance plans are defined benefit plans. In contrast, 401(k) plans are atype of defined
contribution plan. For an explarnetion of defined benefit and defined contribution plans, refer to
What You Should Know About Your Pension Rights

There are four mgor differences between typica cash balance plans and 401(k) plans.



a) Participation. Participationintypica cash baance plansgenerdly does not depend
on the workers contributing part of their compensation to the plan; however,
participation in a 401(k) plan does depend, in whole or in part, on an employee
choosing to make a contribution to the plan.

b) Investment Risks. The investments of cash baance plans are managed by the
employer or an investment manager gppointed by the employer. The employer bears
the risks and rewards of the investments. Increases and decreases in the vaue of the
plan'sinvestments do not directly affect the benefit amounts promised to participants.
By contrast, 401(k) plans often permit participants to direct their own investments
within certain categories. Under 401(k) plans, participants bear therisks and rewards
of investment choices.

c) Life Annuities. Unlike many 401(k) plans, cash baance plansarerequired to offer
employees the ahility to recaive their benefits in the form of lifetime annuities.

d) Federal Guarantee. Sncethey are defined benefit plans, the benefits promised by
cash bdance plans are usudly insured by a Federd agency, the Pension Benefit
Guaranty Corporation (PBGC). If adefined benefit plan isterminated with insufficient
fundsto pay al promised benefits, the PBGC hasauthority to assumetrusteeship of the
plan and to begin to pay penson benefits up to the limits sat by law. Defined
contribution plans, including 401(k) plans, are not insured by the PBGC. Read Your
Guaranteed Pension for more information on this protection or contact the PBGC.

5. Is there aFederal pension law that governs cash balance plans?

Y es. Federd law, including the Employee Retirement Income Security Act (ERISA), the Age
Discrimination in Employment Act (ADEA), and the Internal Revenue Code (IRC), provides
certain protectionsfor the employee benefits of participantsin private- sector pensonand hedth
benefit plans

TheU.S. Department of Labor, the Equa Employment Opportunity Commisson (EEOC), and
the IRS/Department of the Treasury have responghilities in overseeing and enforcing the
provisons of the law. Generdly, the U. S. Department of Labor focuses on the fiduciary

respongbilities, employeerights, and reporting and disclosure requirementsunder thelaw, while
the EEOC concentrates on the portions of the law relating to age discriminatory employment
practices. The IRS/Department of the Treasury generaly focuses on the standards set by the
law for plansto qualify for tax preferences.

If your employer offers a penson plan, the law sets sandards for fiduciary responshility,
participation, vesting (the minimum time a participant must generdly be employed by the
employer to earn alegd right to benefits), benefit accrual, and funding. The law dso requires



plans to give basic information to workers and retirees. The IRC establishes additiond tax
qudification requirements, including rules amed at ensuring that proportionate benefits are
provided to a sufficiently broad-based employee population.

Are there requirements that apply if my employer converts my current
plan to a cash balance plan?

Y es, however, employers are not required to establish pension plans for their employees
because the private penson system is voluntary. In addition, employers are alowed

subgtantid flexihbility in deciding whether to terminate or amend their existing plans. Therefore,
employers generdly may change by plan amendment their traditiond pension plans and the
benefit formulas they use.

Federd law does place redtrictions on plan changes, including amendments that convert a
traditiond penson plan formula to a cash bdance plan formula. For example, a plan
amendment cannot reduce benefits that participants have dready earned. Advance
natification to plan participantsisrequired if, asaresult of the amendment, the rate that plan
participants may earn benefits in the future is significantly reduced. Additiondly, there are
other legd requirements that have to be satisfied, including prohibitions agang age
discrimingtion.

Can my benefits earned under the plan be reduced when the plan benefit
formulais converted to a cash balance plan formula?

No. While employers may amend their plans to reduce therate a which future benefitsare
earned, they generdly are prohibited from reducing the benefitsthat participants have
already ear ned. In other words, an employee generally may not receive lessthan hisor her
accrued benefit under the plan formula at the effective date of the amendment. For
example, assume that a plan's benefit formula provides amonthly pension a age 65equal to
1.5 percent for each year of service multiplied by the monthly average of a participant's
highest 3 years of compensation, and that the plan is amended to convert its benefit formula
to a cash baance plan formula. If aparticipant has completed 10 yearsof service a thetime
of the amendment, the participant will have the right to receilve amonthly penson a age 65
equa to 15 percent of the monthly average of the participant's highest 3 years of
compensation when the plan amendment is effective. This benefit (including related early
retirement benefits) is protected by law and cannot be reduced.

What happens to the assets in a plan when an employer converts its
traditional defined benefit plan formula to a cash balance plan formula?
When an employer amends its plan to convert the plan's traditiona defined benefit plan
formulato a cash baance plan formula, the plan's assets remain intact and continue to back
the penson benefits under the plan. Employers cannot remove fundsfrom the plan, unlessthe
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plan has been terminated and has assets remaining after payment of dl of the benefits under
the plan.

Is it possible that | will not accrue any additional benefits under the cash
balance plan formula?

In some cases, when your traditional plan formulais changed to acash baance plan formula,
the benefit earned under the old formula may exceed the amount determined to be your
benefit under the cash bdance plan formula. In this Stuation, you might not earn any

additiona benefits until your benefit under the cash balance plan formula exceeds the benefit
you had earned under the old formula. Thisiscommonly referred to as“wear away.” There
are legd requirements that have to be satisfied with respect to benefit accruas, including

prohibition againgt age discrimination. “Wear away” isone of theissuesbeing closdly studied
by the EEOC, IRS, and the U.S. Department of Labor.

How am | affected if | leave my job at a company that just changed its
pension plan from atraditional defined benefit formulato a cash balance
plan formula?

If you have worked long enough to be vested under the plan, you should receive the sum of:
! The accrued benefit under the formulain effect before the amendment;

! Any additiond benefits (see response to question 9 above) you earned under the

plan formulain effect after the amendment. However, you may haveto wait until a

retirement age under the plan to receive your benefit.

For more about vesting and digtribution of benefits, see What You Should Know About
Your Pension Rights

Is my employer required to give me a choice of remaining under the old
formula rather than automatically switching me to the new formula?

Nether ERISA nor the|RC requiresemployersto give employeesthe choice of remainingin
the old formula  Employers have saverd options, including:

a) Allowing employeesto remain under the old formula, whilerestricting new hiresto
the new formulg;

b) Stipulating that certain employeeswho have reached a specific length of serviceor
who have reached a certain age may choose to stay with the old formula; and
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¢) Providing no choice, replacing the old formulaand applying the new formulato al
participants.

Thelaw permitsemployersto have such flexibility, but whatever option applies hasto satify
legd requirements. For example, the option may not violate prohibitions aganst
discrimination on the basis of age.

Under each of these options, benefits dready earned by the participants, as of the effective
date of the amendment that converts the old formulato a cash balance formula, may not be
reduced.

If my employer gives me a choice of staying with the old formula or
converting to the new cash balance plan formula, how do I make theright
choice?

The right choice for you and your family may be affected by a wide range of factors. For
example, in making this choice you should take into account your retirement expectations,
when you intend to begin recelving your benefits, and the chance that your needs might
change.

Inandyzing any choice presented under your plan, you will want to comparedl thetermsand
optionsavailableto you under the cash ba ance package with those currently availableto you.
It isimportant for you to congder each option under each plan formula

You will dso want to consider the specifics of your retirement benefit, such as how your
accrued benefit (including the vaue of any early retirement subsidy) is defined under each
formula, the current value of your accrued benefit under each formula, and its vaue as an
annuity a normd retirement age or as alump sum digtribution.

Y ou may aso want to take into account how your choice will affect survivor benefits.

Y ou should also compare the vaue of other related benefitsthat may be offered under either
choice. For instance, some traditiond pension plans provide for an offset or subsidy if you
retire prior to the age a which your Socia Security benefits commence, or offer credit for
sarvice aso covered by adisability benefit plan.

In making your decision, you should pay attention to any time limits that may gpply and any
walversyou may berequested to sign. Findly, you need to consider how long you have been
with your employer and whether or not you expect to stay employed with your current
employer or change jobsin the future.

Y ou may want to consult a professiond advisor for assistance in making your choice.
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What information is my employer required to give me to explain the new
cash balance plan formula, and when should I receive this information?

Many employers voluntarily provide helpful information about these conversionsin advance
of the change becoming effective. Make sure you have dl the information that the employer
has provided. If you are till not sureif you have enough information to understand the plan
change, you have aright to contact your plan administrator and ask for more informeation or
help in understanding the change and any choices you have in conjunction with the change.

Plan adminigtratorsare required to give a least 15 days advance notice of plan amendments
that significantly reduce the rate at which plan participants earn benefits in the future.

After the plan isamended, the plan adminigtrator is required to provide al plan participants
with a summary of material modifications to the plan or a revised summary plan
description. This document will summarize the changes to your plan. For more on how to
obtain information from your plan, review What You Should Know About Your Pension
Rights

In addition, under the Age Discrimination in Employment Act (ADEA), an employer requiring
an employeeto sgnawaiver of rightsand clamswhen choosing between plansisrequired to
provide enough information to enable the employee to make a knowing and voluntary
decisontowaive ADEA rights. Inmost cases, an employee must begiven at least 21 daysto
sign thewaiver and at least 7 days to revoke the agreement.

For further information about thewaiver of ADEA rights, you may cdl the Equal Employment
Opportunity Commission’ stall-free number at 1-800-669-4000 (TDD 1-800-699-6820) or
visSt www.eeoc.gov.

Will the conversion of my pension plan formula have an effect on my
retiree health benefits?

Generdly, pension plans and hedth plans are operated independently and are administered
separately. If you have questions about your hedlth benefits you should contact your hedlth
plan adminigtrator. Be aware that, like pension plans, many hedth plans can be amended or
terminated.

For moreinformation, read Can Your Retiree Health Benefits be Cut? (seepage8to order
acopy).

What should I do if | believe my benefits under the old formula have been
inappropriately reduced or that my rights have been violated?



Y ou should immediately contact the plan administrator and discussyour concerns. Besureto
review your individua benefit satement or the information used to caculate your benefit to
determineif it is correct - such as employment date, length of service, and sdary.

If your concerns are not adequately addressed, or you ill have questions about your
Stuation, you should contact the Department of Labor’'s Employee Benefits Security
Adminigration to spesk to abenefit advisorsin theEBSA office nearest you. Y ou canreach
them by cdling toll free a 1-866-444-EBSA (3272) or eectronicdly a

www.askebsa.dol.gov.

In addition, employees who believe that they have been subject to discriminatory trestment
because of their age, race, color, rdigion, sex, nationd origin, or disability may fileacharge of
discrimination with the Equal Employment Opportunity Commission (EEOC).

There are drict time limits for filing such acharge. For more information on Federd laws
prohibiting employment discrimination contact the EEOC at 1-800-669-4000 (TDD 1-800-
669-6820) or vist www.eeoc.gov.

To obtain copies of What You Should Know About Your Pension Rightsand Can Your
Retiree Health Benefits Be Cut?, cal EBSA’stall-free request line a 1-866-444-EBSA
(3272) or view these publications and others a www.dol.gov/ebsa.

To order Your Guaranteed Pension and to obtain more information about federally insured
benefits, write or cal:

Pension Benefit Guaranty Corporation
1200 K Street NW

Washington, DC 20005-4026

Te 202-326-4000

Toll-Free 1-800-400- 7242

This fact sheet has been developed by the U.S. Department of Labor, Employee Benefits Security Administration,
Washington, DC 20210. It will be made available in aternate formats upon request: V oice phone: (202) 693-8664; TTY:
1-202-501-3911. In addition, the information in this fact sheet constitutes a small entity compliance guide for purposes of
the Small Business Regulatory Enforcement Fairness Act of 1996.
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